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Bulgaria (Baa2 stable/BB+ positive/BBB- positive)*
Outlook – We decided to keep unchanged our above-consensus real GDP growth forecast
for 2017 and 2018, while making some changes in the composition of growth. That said, next
year has the potential to be the year when real GDP growth will reach its peak, with private
consumption likely to provide most of the fuel for the acceleration in growth. A surge in
construction, both real estate and public sector funded infrastructure projects, will become an
important growth driver, too. Importantly, growth is set to remain well balanced and will not
come at the expense of a deteriorating C/A balance or rapid accumulation of private sector
debt. This will create a supportive environment for policymakers to deal with long-term
structural challenges, including deteriorating demographic picture, should there be sufficient
political will to do so.
Strategy – Bulgarian EUR bonds will remain scarce and supported by strong fundamentals
Authors: Kristofor Pavlov, Chief Economist (UniCredit Bulbank)
Javier Sánchez, CFA, CEE Fixed Income Strategist (UniCredit Bank, London)
MACROECONOMIC DATA AND FORECASTS
KEY DATES/EVENTS

■ 30 Oct: Budget Act introduced in Parliament
■ 14 Nov: Flash GDP estimate for 3Q17
■ 1 Dec: Credit rating reviews by Fitch and S&P
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The economy heads for stronger growth next year
The economy is slowly edging
closer toward full employment

A wide range of indicators suggests that the economy has continued edging closer toward full
employment over the past couple of months. In line with our forecast, real GDP growth posted
a small uptick to 3.6% yoy in 2Q17, from 3.5% in 1Q17 and 3.4% on average in 2016. For a
third consecutive quarter, all high frequency indicators (including industrial production, retail
sales and construction output) rose on a qoq basis (see lhs chart), to reconfirm that growth is
not only robust, but also broadly based. The bright picture was complemented by the 11% yoy
surge in goods and services exports in 2Q17, which mostly benefitted from the acceleration in
global trade and the rebound in GDP growth in the EU, toward which roughly two-thirds of
Bulgarian exports are channeled. Against this very positive backdrop, the unemployment rate,
at 6.3% in 2Q17, fell to its lowest quarterly level since before the crisis, and the fifth lowest
since the currency board introduction 20 years ago (see rhs chart).

Growth has been broad based

Unemployment is close to its
lowest levels seen since the
start of the transition

We reconfirm our real GDP growth
forecast for 2017 and 2018

We keep unchanged our above-consensus real GDP growth forecast for this year
(3.7% versus 3.5% Consensus) and next year (3.9% versus 3.3% Consensus).
However, there are some important changes in the composition of real GDP growth.

Private consumption is
far from losing steam

We now expect private consumption to make a stronger contribution to growth in both 2017
and 2018. Above all, this is attributable to the stronger-than-expected labor market recovery,
which is perhaps best illustrated by the doubling in the pace of job creation in the first six
months of the year compared with 2016 (1% yoy in 1H17 against 0.5% for the whole of 2016).
While the sustainability of the pace of job creation in 1H17 is questionable even in the very
short run, the reported results seem to reconfirm our long-held view that labor shortages
mostly refer to high-skilled workers. This should mean that labor shortages constrain the pace
of economic growth in a relatively small number of sectors, because the dominant part of the
economy continues to have mostly low and medium skilled jobs. Our more bullish
consumption forecast is also supported by the upwardly revised retail credit growth projection
for this and next year, as households’ debt servicing capacity has improved and with rising
housing prices adding to the stimuli for households to borrow more than we expected three
months ago. Finally, the downward revision of our crude oil forecast for 2018 will keep
inflation lower, thereby resulting in a tad higher purchasing power of households than we
thought. These three factors, when combined, should help propel growth in private consumption
to 4.0% in 2017 and 4.2% in 2018, from 3.6% and 3.9%, in our previous forecast.

At this stage, labor
shortages look like an isolated
phenomenon which only
constrains growth in
a relatively small
number of sectors

Inflation will be less of a drag on
private consumption next year

At about 6.5%, export volume growth in 2017 should firm slightly from the already strong
5.7% rise in 2016, as the impulse from faster global trade more than offsets the negative
impact stemming from the euro’s appreciation.

We decided to keep unchanged
our projection for export volume
growth for 2017 and 2018

Growth drivers are now moving in sync…
SA (qoq growth; %)
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One-off factors will help lift the
export performance this year

Export volumes this year are also likely to draw support from the record wheat harvest and
another solid rise in tourism revenues. Next year, we foresee a small deceleration of the pace of
export expansion to 5.8% due to the forecasted euro appreciation and signs that export growth in
Germany is likely to peak in late 2017. However, we regard this as normalization from already
high levels, rather than a genuine loss of momentum for two reasons. First, many export-oriented
companies continue to invest in expanding production capacity. And second, the goods and
services trade balance remains in surplus for a third consecutive year (see left chart), providing
clear evidence that, at least in the near term, there is no risk to the country’s competitiveness.

Imports are set to rise in
response to stronger
domestic demand

As growth in private consumption has been upwardly revised in this and, to a lesser extent,
next year, we also revised our import projections. We now expect growth in import volumes to
accelerate to 6% in 2017 from the 5.6% yoy projected previously, and only marginally less so
in 2018, to 5.8% from the 5.5% projected three months ago in our previous publication.

The outlook for fixed
investment remains positive

Fixed investment, meanwhile, will continue benefitting from improved corporate profitability, a
surge in capital flows channeled toward the CEE region, the sizeable net saving position of
the corporate sector in the country, and the still very loose financing conditions. We project
investment to expand about 2% this year - a reasonably good number, given the very slow
start of EU-funded infrastructure projects from the new planning period.

We keep our growth projection
for the fixed investment
unchanged at 2% in 2017
and 4.5% in 2018

In 2018, the pace of fixed investment growth should accelerate to 4.5%, mostly due to a surge
in construction. We expect the latter to remain well supported by the favorable prospects for
household incomes and jobs, which, along with rising house prices, will keep residential
construction on track for a solid expansion. However, most of the fuel for the acceleration in
construction next year will come from the public sector. As we pointed out in June, the boost
associated with the implementation of EU funded infrastructure projects from the new
planning period has taken more time to materialize than we thought initially. The reasons for
this are not quite clear, but, at least in part, seem to reflect the lack of continuity in the work of
the agency which administrates road construction projects, and particularly with the numerous
appeals at local courts and antitrust authorities of many already awarded contracts when the
snap elections were called at the end of 2016. With the new administration now up and
running, and most of the appeals resolved by the courts, we expect a large number of the
infrastructure projects from the new planning period to get to the shovel-ready stage soon and
provide the much anticipated boost to the economy next year.

The positive impact from lower
crude oil prices next year will
more than offset the increased
price pressure stemming from
our upward revision in private
consumption growth

Just as we forecasted in our previous publication three months ago, headline inflation eased
markedly during the summer, after peaking in April on the base effect from higher energy
prices and the seasonal rise in unprocessed food prices. With oil prices now expected to stay stable
in 2018, we forecast somewhat weaker average inflation next year (1.4% against 1.6% previously),
while keeping the projection for this year unchanged at 1.7% (see right chart).

We see no material risks for cost competitiveness of the economy

Weak core inflation will anchor the CPI
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Strategy: solid fundamentals, tight valuation
Javier Sánchez, CFA
CEE Fixed Income Strategist
(UniCredit Bank, London)
+44 207 826-6077
javier.sanchezbarrueco@
unicredit.eu

Bulgarian EUR-denominated bonds continued their outstanding performance in 3Q17, with
total returns exceeding 4% in the maturities longer than 10Y, and the 2035 bond returning
north of 9%. Scarcity of the bonds was made worse with the EUR 950m bond maturity in July,
which was not matched with sufficient additional supply in either the domestic or external
market. Banks remain awash with liquidity and the limited domestic set of investment
alternatives makes the local bid for Eurobonds strong and the liquidity in secondary markets
very thin. Demand and supply of bonds are out of balance and will continue to remain so
during 2018 when we expect the fiscal primary balance to be near zero, with no external bond
issuance and limited domestic issuance.
Bonds could be lifted further if S&P aligns its external rating opinion with that of the other two
major agencies and upgrades it to investment grade and, given Bulgaria’s external and fiscal
metrics, this divergence should be corrected promptly.

EUR Z-spreads shifted downwards across all maturities…
Sep 22 2017
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GOVERNMENT GROSS FINANCING REQUIREMENTS
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of the companies that are the object of this report; (iii) the analysts and their respective spouses or partners are not involved, directly or indirectly, in the acquisition, sale and/or
trading in the market of the securities issued by any of the companies that are the object of this report; (iv) the analysts and their respective spouses or partners do not have any
financial interest in the companies that are the object of this report; and (v) the compensation of the analysts is not, directly or indirectly, affected by UniCredit’s revenues arising
out of its businesses and financial transactions. UniCredit represents that: except for the potential conflicts of interest listed under the heading “Potential Conflicts of Interest”
above, UniCredit, its controlled companies, controlling companies or companies under common control (the “UniCredit Group”) are not in a condition that may impact on the
impartiality of this report or that may constitute a conflict of interest, including but not limited to the following: (i) the UniCredit Group does not hold material equity interests in the
companies that are the object of this report; (ii) the companies that are the object of this report do not hold material equity interests in the UniCredit Group; (iii) the UniCredit
Group does not have material financial or commercial interests in the companies or the securities that are the object of this report; (iv) the UniCredit Group is not involved in the
acquisition, sale and/or trading of the securities that are the object of this report; and (v) the UniCredit Group does not receive compensation for services rendered to the
companies that are the object of this report or to any related parties of such companies.
Notice to Canadian investors: This communication has been prepared by UniCredit Bank AG, which does not have a registered business presence in Canada. This
communication is a general discussion of the merits and risks of a security or securities only, and is not in any way meant to be tailored to the needs and circumstances of any
recipient. The contents of this communication are for information purposes only, therefore should not be construed as advice and do not constitute an offer to sell, nor a
solicitation to buy any securities.
Notice to Cyprus investors: This document is directed only at clients of UniCredit Bank who are persons falling within the Second Appendix (Section 2, Professional Clients) of
the law for the Provision of Investment Services, the Exercise of Investment Activities, the Operation of Regulated Markets and other Related Matters, Law 144(I)/2007 and
persons to whom it may otherwise lawfully be communicated who possess the experience, knowledge and expertise to make their own investment decisions and properly assess
the risks that they incur (all such persons together being referred to as “relevant persons”). This document must not be acted on or relied on by persons who are not relevant
persons or relevant persons who have requested to be treated as retail clients. Any investment or investment activity to which this communication related is available only to
relevant persons and will be engaged in only with relevant persons. This document does not constitute an offer or solicitation to any person to whom it is unlawful to make such
an offer or solicitation.
Notice to Hong Kong investors: This report is for distribution only to “professional investors” within the meaning of Schedule 1 to the Securities and Futures Ordinance
(Chapter 571, Laws of Hong Kong) and any rules made thereunder, and may not be reproduced, or used by or further distributed to any other person, in whole or in part, for any
purpose. This report does not constitute or form part of an offer or solicitation of any offer to buy or sell any securities, nor should it or any part of it form the basis of, or be relied
upon in connection with, any contract or commitment whatsoever. By accepting this report, the recipient represents and warrants that it is entitled to receive such report in
accordance with, and on the basis of, the restrictions set out in this “Disclaimer” section, and agrees to be bound by those restrictions.
Notice to investors in Ivory Coast: The information contained in the present report have been obtained by Unicredit Bank AG from sources believed to be reliable, however, no
express or implied representation or warranty is made by Unicredit Bank AG or any other person as to the completeness or accuracy of such information. All opinions and
estimates contained in the present report constitute a judgement of Unicredit Bank AG as of the date of the present report and are subject to change without notice. They are
provided in good faith but without assuming legal responsibility. This report is not an offer to sell or solicitation of an offer to buy or invest in securities. Past performance is not an
indicator of future performance and future returns cannot be guaranteed, and there is a risk of loss of the initial capital invested. No matter contained in this document may be
reproduced or copied by any means without the prior consent of Unicredit Bank AG.
Notice to New Zealand investors: This report is intended for distribution only to persons who are “wholesale clients” within the meaning of the Financial Advisers Act 2008
(“FAA”) and by receiving this report you represent and agree that (i) you are a “wholesale client” under the FAA (ii) you will not distribute this report to any other person, including
(in particular) any person who is not a “wholesale client” under the FAA. This report does not constitute or form part of, in relation to any of the securities or products covered by
this report, either (i) an offer of securities for subscription or sale under the Securities Act 1978 or (ii) an offer of financial products for issue or sale under the Financial Markets
Conduct Act 2013.
Notice to Omani investors: This communication has been prepared by UniCredit Bank AG. UniCredit Bank AG does not have a registered business presence in Oman and
does not undertake banking business or provide financial services in Oman and no advice in relation to, or subscription for, any securities, products or financial services may or
will be consummated within Oman. The contents of this communication are for the information purposes of sophisticated clients, who are aware of the risks associated with
investments in foreign securities and neither constitutes an offer of securities in Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the
Capital Market Law of Oman (Royal Decree 80/98), nor does it constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in Oman as contemplated by
Article 139 of the Executive Regulations to the Capital Market Law (issued vide CMA Decision 1/2009). This communication has not been approved by and UniCredit Bank AG is
not regulated by either the Central Bank of Oman or Oman’s Capital Market Authority.
Notice to Pakistani investors: Investment information, comments and recommendations stated herein are not within the scope of investment advisory activities as defined in
sub-section I, Section 2 of the Securities and Exchange Ordinance, 1969 of Pakistan. Investment advisory services are provided in accordance with a contract of engagement on
investment advisory services concluded with brokerage houses, portfolio management companies, non-deposit banks and the clients. The distribution of this report is intended
only for informational purposes for the use of professional investors and the information and opinions contained herein, or any part of it shall not form the basis of, or be relied on
in connection with or act as an inducement to enter into, any contract or commitment whatsoever.
Notice to Polish Investors: This document is intended solely for professional clients as defined in Art. 3.39b of the Trading in Financial Instruments Act of 29 July 2005 (as
amended). The publisher and distributor of the document certifies that it has acted with due care and diligence in preparing it, however, assumes no liability for its completeness
and accuracy. This document is not an advertisement. It should not be used in substitution for the exercise of independent judgment.
Notice to Serbian investors: This analysis is only for distribution to professional clients (profesionalni klijenti) as defined in article 172 of the Law on Capital Markets.
Notice to UK investors: This communication is directed only at clients of UniCredit Bank who (i) have professional experience in matters relating to investments or (ii) are
persons falling within Article 49(2)(a) to (d) (“high net worth companies, unincorporated associations, etc.”) of the United Kingdom Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 or (iii) to whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This
communication must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this communication relates is available
only to relevant persons and will be engaged in only with relevant persons.
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Banking network
UniCredit Group CEE banking network – Headquarters
Azerbaijan

Hungary

Russia

Yapi Kredi Azerbaijan
Yasamal District, Jafar Jabbarlı Str., 32/12,
AZ 1065, Baku/Azerbaijan
Phone +994 12 497 77 95
E-mail: info@yapikredi.com.az
www.yapikredi.com.az/

UniCredit Bank
Szabadság square 5-6,
H-1054 Budapest,
Phone: +36 1 301 12 71
E-mail: info@unicreditgroup.hu
www.unicreditbank.hu

UniCredit Bank
Prechistenskaya nab. 9,
RF-119034 Moscow
Phone: +7 495 258 7258
E-mail: unicredit@unicreditgroup.ru
www.unicreditbank.ru

Bosnia and Herzegovina

Macedonia

Serbia

UniCredit Bank d.d.
Kardinala Stepinca - bb,
BH-88000 Mostar
Phone: +387 36 312112
E-mail: info@unicreditgroup.ba
www.unicreditbank.ba

UniCredit Bank Austria AG Rep.Office Macedonia
Ulica Makedonija br. 53/4
MK-1000 Skopje, Macedonia
Phone: +389 2 321 51 30
E-mail: milan.djordjevic@unicreditgroup.mk

UniCredit Bank
Rajiceva 27-29,
RS-11000 Belgrade
Phone: +381 11 3204 500
E-mail: office@unicreditbank.rs
www.unicreditbank.rs

UniCredit Bank Banja Luka
Marije Bursac 7,
BA-78000 Banja Luka
Phone: +387 80 051 051
E-mail: info-bl@unicreditgroup.ba
www.unicreditbank-bl.ba

Montenegro

Bulgaria
UniCredit Bulbank
Sveta Nedelya Sq. 7,
BG-1000 Sofia
Phone: +359 70 01 84 84
www.unicreditbulbank.bg

Croatia

Bank Austria Representative Office
Hercegovacka 13
ME-81000 Podgorica
Phone: +382 20 66 77 40
E-mail: milan.djordjevic@unicreditgroup.mk

Romania
UniCredit Bank
1F, Blvd. Expozitiei
RO-012101 Bucharest 1
Phone: +40 21 200 2200
E-mail: office@unicredit.ro
www.unicredit.ro

Zagrebačka banka d.d.
Trg bana Josipa Jelačića 10
HR-10000 Zagreb
Phone: +385 1 6104 169
E-mail: zaba@unicreditgroup.zaba.hr
www.zaba.hr

UniCredit Bank
Sǎncova 1/A,
SK-813 33 Bratislava
Phone: +421 2 4950 1111
www.unicreditbank.sk

Slovenia
UniCredit Bank
Šmartinska Cesta 140,
SI-1000 Ljubljana
Phone: +386 1 5876 600
E-mail: info@unicreditgroup.si
www.unicreditbank.si

Turkey
Yapı Kredi
Yapı Kredi Plaza D Blok, Levent,
TR-34330 Istanbul
Phone: +90 212 339 70 00
www.yapikredi.com.tr

Czech Republic
UniCredit Bank
Želetavská 1525/1
CZ-140 94 - Prague 4
Phone: +420 955 911 111
E-mail: info@unicreditgroup.cz
www.unicreditbank.cz
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Contacts for entering into a business relationship with UniCredit’s corporate banking network
(UniCredit International Centers)
UniCredit International
Center Austria
Martin Zojer
Tel: +43 5 0505 42748
E-mail: Martin.Zojer@unicreditgroup.at
E-mail: business_development@unicreditgroup.at

UniCredit International
Center Germany
Carmen Hummel
Phone: +49 89 378 29947
E-mail: carmen.hummel@unicredit.de

UniCredit International
Center Italy
Alessandro Paoli
Tel: +39 02 8862 8122
E-mail: alessandro.paoli@unicredit.eu

Azerbaijan

Montenegro

Orhan Gültekin
Phone: +994 12 49 77 795
E-mail: orhan.gultekin@yapikredi.com.az

Milan Djordjevic
Phone: +389 70 267 034
E-mail: milan.djordjevic@unicreditgroup.mk

Bosnia and Herzegovina

Romania

UniCredit Bank d.d.
Ana Dujić – Divković
Phone: +387 33 491 617
E-mail: ana.dujicdivkovic@unicreditgroup.ba

Andrea D’Alessandro
Phone: +4 021 200 1616
E-mail: andrea.dalessandro@unicredit.ro

UniCredit Bank a.d. Banja Luka
Vesna Vojvodić
Phone: +387 51 246 603
E-mail: vesna.vojvodic@unicreditgroup.ba
Slađana Todorović
Phone: +387 51 246 651
E-mail: sladjana.todorovic@unicreditgroup.ba

Bulgaria
Emiliano Steinfl
Phone: +359 2 930 97 19
E-mail: emiliano.steinfl@unicreditgroup.bg

Croatia
Paolo Garlanda
Phone: +385 1 630 5320
E-mail: paolo.garlanda@unicreditgroup.zaba.hr

Czech Republic
Fabio Bini
Phone: +420 955 961 524
E-mail: fabio.bini@unicreditgroup.cz

Hungary
Raluca Popescu-Goglea
Phone: +36 1301 1207
E-mail: raluca.popescu@unicreditgroup.hu

Macedonia
Bisera Strezoska
Phone: +389 70 267 034
E-mail: bisera.strezoska@unicreditgroup.mk
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Russia
Fabrizio Rollo
Phone: +7 495 723 7126
E-mail: fabrizio.rollo@unicredit.ru

Serbia
Niccolo Bonferroni
Phone: +381 11 3204 530
E-mail: niccolo.bonferroni@unicreditgroup.rs

Slovakia
Fabio Bini
Phone: +420 955 961 524
E-mail: fabio.bini@unicreditgroup.cz

Slovenia
Natasa Markov
Phone: +386 1 5876 874
E-mail: natasa.markov@unicreditgroup.si

Turkey
Nicola Longo-Dente
Phone: +90 212 339 7988
E-mail: nicola.longodente@yapikredi.com.tr
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Stefan Bruckbauer
Chief Austrian Economist
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+49 89 378-13013
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+44 207 826-7954
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Senior Economist, Romania
+40 21 200-1377
anca.aron@unicredit.ro

Artem Arkhipov
Head, Macroeconomic Analysis
and Research, Russia
+7 495 258-7258
artem.arkhipov@unicredit.ru

Anna Bogdyukevich, CFA
Russia
+7 495 258-7258 ext. 11-7562
anna.bogdyukevich@unicredit.ru

Hrvoje Dolenec
Chief Economist, Croatia
+385 1 6006 678
hrvoje.dolenec@unicreditgroup.zaba.hr

Dr. Ágnes Halász
Chief Economist, Head, Economics and
Strategic Analysis, Hungary
+36 1 301-1907
agnes.halasz@unicreditgroup.hu

Ľubomír Koršňák
Chief Economist, Slovakia
+421 2 4950 2427
lubomir.korsnak@unicreditgroup.sk

Kristofor Pavlov
Chief Economist, Bulgaria
+359 2 9269-390
kristofor.pavlov@unicreditgroup.bg

Pavel Sobisek
Chief Economist, Czech Republic
+420 955 960-716
pavel.sobisek@unicreditgroup.cz

Dumitru Vicol
Economist
+44 207 826-6081
dumitru.vicol@unicredit.eu
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*UniCredit Research is the joint research department of UniCredit Bank AG (UniCredit Bank, Munich or Frankfurt), UniCredit Bank AG London Branch (UniCredit Bank, London), UniCredit Bank AG Milan Branch
(UniCredit Bank, Milan), UniCredit Bank New York (UniCredit Bank, New York), UniCredit Bank Austria AG (Bank Austria), UniCredit Bulbank, Zagrebačka banka d.d., UniCredit Bank Czech Republic and Slovakia,
ZAO UniCredit Bank Russia (UniCredit Russia), UniCredit Bank Romania.
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